tracking labor expenditures, foremen began taking greater
care in preparing employee time cards and in correcting la-
bor rejects. This was a particularly important spinoff be-
cause labor charges are the major input to the database
which supports the shipyard's management information
system. Improving the accuracy of information in the
database in turn improved the shipyard's ability to set ap-
propriate customer charges, accurately measure perform-
-ance and work status, and plan for future overhauls,

Similarly, foremen had not usually been reviewing work
documents and related materials for completeness and ac-
curacy until the work was ready to be started or had been
started. As a result, work delays often occurred when the

derscored the complexity of designing and implementing
productivity improvement systems in large industrial or-
ganizations. This success of the test system indicates that
such issues are not insurmountable. The experience at
Pearl Harbor also offers some important insights into deal-
ing with four specific issues: incentive system design, job
security, management support, and system expansion.

Early on, designers of an incentive system face an im-
portant decision. Should they develop a reward system
contingent upon individual or group performance? In the
case of Pearl Harbor, the choice was relatively easy and
logical based on analysis of the shipyard's work settings.
Implementation of a typical incentive system that used



Workers are unlikely to improve their productivity if, by so
doing, they believe they are working themselves out of a job.

In deciding whether or not to implement a performance

improvement program, managers must continually address the

balance between workload and staffing within the organization

and must develop means to capitalize on the effects of

resulting improvement.

foremen found that the documents were inadequate or in-
correct. Under the incentive system, they began reviewing
these materials earlier, and thus the shipyard was able to
identify and resolve problems before they resulted in major
delays. Further, by alerting production support personnel
such as planners to these problems, the shipyard could
help forestall similar situations on future work packages.

The incentive system also encouraged managers to
reallocate production employees in line with fluctuating
workloads. Previously, managers had no strong incentive
to transfer excess workers to areas which had adequate
workload or to find other jobs for them to do. Shop 31's
test program provided the impetus. Management
transferred employees among the shop's work gangs, reas-
signed them to other jobs, and loaned them to other shops
and departments, These actions gave shop 31 the opportu-
nity to improve its performance and also provided the
shipyard with additional workers in areas where they were
needed.

Finally, by tying money to performance, the incentive
system engendered a climate more conducive to improving
productivity. Management at the shipyard took steps to
sustain that momentum by setting up a shipyard-wide
problem-solving team to resolve a number of long-
standing problems that had proven to be impediments to
greater efficiency.

Throughout this effort, various issues surfaced that un-

measures of individual performance would have been inap-
propriate and quite possibly dysfunctional. Above all,
managers considering a performance-contingent reward
system should realize that no standard, off-the-shelf sys-
tem exists. Developers must tailor each system to fit the
organization and its priorities.

During the design phase, managers must also specify a
number of incentive system parameters. These include the
goal to be rewarded, for example, efficiency, qualityv or
timeliness; the employees eligible for participation; the in-
centive level, that is, the performance level at which em-
ployees are eligible to earn awards; the sharing rate, or the
proportion of cost savings shared with employees; and the
savings distribution method for sharing savings among
workers.

Other considerations

As noted earlier, in the case of Pearl Harbor, the system
was based on measures of performance efficiency covering
all the shops' work, and both production employees and
foremen were eligible to participate. Further, those respon-
sible for implementing the system dropped the incentive
level to 90 percent because they believed that workers
would view this level as attainable and thus would be mo-
tivated toward greater performance improvement. Pearl
Harbor management selected the 50-percent sharing rate
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